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Abstract
The aim of the study is to define the possible effects of electronic payments, which are distinct from conventional payment 
systems, on central banks and their policies. Since the existence of civilizations, many different values are used for exchange of 
commodities, goods and services. By the development of modern economics theory, banknotes which is easier to produce, has 
been started to use instead of precious metals. The monetary value of the banknotes and mintage responsibility were transferred 
to the central banks. These central banks are tasked with controlling the monetary policies, generally with the goals of economic 
growth, price stability and stability of financial systems. Recently, the growing understanding of money has became completely 
different from traditional money and don’t control or produce by central banks. However it serves as money and it carries the
same specialties. Users are also able to reach and transfer electronic money without intermediaries and central banks. Electronic 
money is produced and secured by internet codes. Despite the complicated matrix codes, still there are doubts on its security.
Some countries prohibited their usage as a policy decision. The most popular electronic money currencies are Bit coin, E-Cash, 
Visa, PayPal and Check- Free all over the world.
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1. Introduction
Different kinds of changing unit have been used throughout the history. Money has been an indispensable part of 
humanity for 3.000 years. Before the invention of money, trade actualized by exchange of goods which is called as 
bartering system. It’s a direct trade of goods and services; even today some people or governments often use barter 
trade for exchange of goods and services.
The first officially known money as a coin was invented in the 5th century by King Alyattes in Lydia. The coins 
were made from electrum, a mixture of silver and gold that occurs naturally, and stamp with pictures that acted as 
denominations. The money as a currency was not created by states. Money was created because people who wanted 
to trade their goods, found a medium of exchange. Money became more useful when more and more people began 
to use it as a medium of exchange (Schlichter, 2011:27). By the developments and needs of economy, the form 
money is changed to banknotes; which is easier to produce, carry and store, have been started to use instead of 
precious metals and goods. 
In a commercial system, banks play a big role on development of money. History of banking system goes around 
2000 B.C, first loans made between grain merchants and traders who transported goods across Assyria and 
Babylonia. The first official report of transactions and commercial papers were prepared at temples and palaces. The 
code of Hammurabi, one of the earliest known law makers, refers to laws governing a form of banking system. It is 
not easy to apply Hammurabi’s rule to our modern financial banking system, however one key point still remains. 
Before and now, the financial system turns around headquarters. In ancient world these headquarters were temples, 
while today they are central banks (Kelly, 2015:60).
2. Functions of Money and Central Banks
The money is useless without trade and trade is possible only if private property reside. In socialist and 
communist systems, where all resources is controlled and used by government, there would be no need for medium 
of exchange. To being contrast to communism, capitalist system can be described as “A social system based on the 
explicit recognition of private property and contractual exchange between private property owners” (Schlichter,
2011:26). It means money is an obligation for capitalist economic system.
In a modern economic systems money has three functions: medium of exchange, store value and unit of account 
(Franco, 2015:21). 
ƒMedium of exchange:  Money can be exchanged for goods and services.
ƒ Store of value: Money can be used to transfer purchasing power from the present to future.
ƒ Unite of account: Goods and services are quoted in terms of money unit.
Currencies in use today are fiat currencies, where the currency is issued by government and its supply is 
managed by a central bank. Fiat currency does not have real worth unless it is supported by power. It is called as 
money since it is backed by a government as a legal tender. The validity of fiat value depends on the countries 
social, prosperity and future expectations. If trust in a currency is lost, because of different reasons, it means the 
money may stop being approved (Franco, 2015:21).
The historical monetary policy experiences have shown that, leaving the control of monetary policy to 
governments may cause undesirable results. Government could have willing to increase the money supply to solve 
economic recessions. This action can cause a loss of trust and increase the general price stability in an economy 
(Franco, 2015:5).
The most selected way to set price stability is to resign monetary policy to a semi-independent central bank. By 
the way the central bank may direct its monetary policy to satisfy the needs of the economy (Franco, 2015:5).
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Strong structures of central banks need to be in case of economic fluctuations and other reasons. Governments 
and policy makers, commonly, keep a tight control on international transactions. This control is occurred because of 
some reasons. There are terrorist financing, money- laundering, tax concerns, sale of illegal chemicals and all sorts 
of reasons (Frispy, 2014:177).
Nowadays changing understanding on banking, money, trade, money transfers, technology and scale of 
economics forced to modify central banks. Because of electronic payment systems, controls of money transfers are 
getting harder than ever.
3. Decentralization of Financial Systems
Banks resemble our modern financial system developed during the Renaissance period in Italy. Since then our 
financial system improved and advanced, however in its core it contains an inefficient and bulky centralized 
structure. Anyone, who wants to make a transaction, has to use a series of intermediaries and all of these 
intermediaries demand to charge money as a provision of their labor. In Q4 2014, the global average cost of sending 
remittances was recorded at 7.99% (World Bank, 2015:1). Beside monetary cost, sending money has created a cost 
of time lost. Driving to the bank, filling out a wire transfer form, and then waiting hours for the confirmation are all 
costs of sending money (Kelly, 2014:61).
A simple money transaction may look like Figure 3.1: Suppose Alan has done some jobs for Keith and he is now 
demanding his charge. Alan send a bill to his employer to present the cost of works and request payment via his 
bank account. In easy way, if Keith wants to make transaction, he has to communicate with his intermediary (JP 
Morgan) for using the Federal Reserve’s system for sending money to Alan’s intermediary (Wells Fargo), which 
sends it to Alan’s account (Kelly, 2014:62).
Fig. 3.1. A Simple Transaction in a Centralized Financial System (Kelly, 2014:62)
By figure 3.1, it is not difficult to see how the banks and wider financial industry benefit from the paper money 
infrastructure (Schlichter, 2011:115). Since the development of electronic payment system, the figure a bit changed. 
By using the peer to peer frictionless network, Keith can instantly make the transaction to Alan, without any cost of 
time taking process and intermediaries (Kelly, 2014:68). 
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Fig. 3.2. A Simple Transaction in a Decentralized Financial System (Kelly, 2014:68)
As seen from the Figure 3.2 money transfers became easier than before. Also it makes easier to send money from 
one country to another, especially between the developing world and the developed world such as Mexico and the 
United States. One of the important inputs of Mexican GDP is actually money sending from Mexican workers in the 
US to family members back home. Over last ten years this amount averaged almost 25 billion dollars, which is 
about 10% of Mexican GDP (Frispy, 2014:177).
For now 7-10% of money sent from US to Mexico is consumed as a remittance costs. Bitcoin, which is one of 
the electronic payment systems, has made it possible to do this at zero cost. If this technology starts to be used by 
more people and companies increase their systems, it will become harder to monitor and follow where money goes. 
Probably this is going to be present geopolitical problems and create tension between the US and Mexico (Frispy, 
2014:178).
4. Effects On Central Banks And Monetary Policies
The bitcoin transaction is an unexplored zone for global central banks. From a money supplier’s perspective, 
international transaction decreased money supply from one country and increased the money supply in another 
country. This transaction actualized without the use of global central banks and intermediaries. The only records of 
the transaction are in the block chain, but the block chain does not show whether the transaction crossed national 
borders (Kelly, 2014:72).
In 2013, during the banking crisis, South Cyprus executed capital controls. Cash withdrawals were limited to 
€300 a day, the cashing of cheques was banned and high amount of cash transfers were being controlled. Last 
reports show that because of Spanish financial recession, it is getting harder to sent money out of country (Frispy, 
2014:168). The banned of capital movement canalized the people to electronic transaction systems but this time lack 
of deposit account may occur another banking crises.
By the use of bitcoin and other transaction systems money changes its position. It becomes “money without
government” and “money without borders”. Users can send their money to anywhere in the world just like sending 
an email. In case of crises and money control, electronic payment system is becoming much more popular. 
Commonly people started to use Bitcoin in this way. During the spring of 2013, when the Cypriot banking crisis hit 
the money markets, a fear of capital controls surrounded the Southern Europe and the bitcoin price rose from about 
$15 to north of $200. In the third quarter of 2013, the price started to rise again, increased from about $130 to over 
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$1,000 due to Chinese interest. The reason of this increase was materialized due to the speculative attacks and 
money but a part of the increase occurred due to money fleeing (Frispy, 2014:169).
While a single transaction is not able to create a serious impact on national monetary policy, as more transactions 
take place with electronically payment systems, monetary policy statistic may become inaccurate. Monetary policy 
makers who develop elaborate econometric models to guide policy could be missing a major invisible part of 
international transactions. If policy based on unreliable data’s, it may cause to inappropriate policy (Kelly, 2014:62).
Another claim is velocity of money which is supported by Quantity Theory of Money. The theory’s equation is 
Money*Velocity= Price*Transaction. The theory claims that if both the velocity of money and the real output of an 
economy is constant; an increase in the money supply produces an increase in the price level, i.e. inflation, without 
any effect on the real economy (Franco, 2015:36).
A recent has shown the likely effects of bitcoin on the U.S Dollar’s Federal Reserve monetary policy. The works 
prove that if bitcoins were used more, this could lead to an increase in the velocity of money. The increase in the 
velocity of money could lead to inflation and forced the central banks to decrease the money supply (Franco, 
2015:37). 
Nevertheless, for central banks bitcoins price fluctuations make it impossible to be serious money. Bitcoin’s 
realized volatility has averaged 120% over past three years, with a range of 50% to 400%. By comparison, typical 
G10 currency volatility is 8% with a range of 7% to 16% over the past three years (Normand, 2014:5).
5. Conclusion
Over the past 50 years as a result of developments in IT sector, the life habits have changed. These changes also 
include methods and techniques of commercial activity. Since the existence of trade, face to face trade and forms of 
payment have been applied however with the development of the electronic forms of payment, it replaced by free 
agent pickup, no commission and remote shopping.
The new developed monetary system, institutions and state-owned center do not have a place of payment 
systems. The money, which is independently emerged without government, has been able to find users in the market 
and offer the same services of the money. Completely independent and revolutionary electronic currency create a 
huge excitement in the community, however there has been a limited impact on markets, also it seems hard to spread 
all community.
This system has the highest share in the Bitcoin but due to excessive volatility in the value of the worth, it’s far 
from being a daily currency. Other reasons can be shown as the country’s infrastructural inadequacy, legal gaps, 
prohibits, the weakness and insecurity of internet networks. In addition, the system consists of the dark side and 
difficulties in finding the collocutor in electronic currencies makes it difficult to choose.
In the light of all these data, it can be said that, the payment system is only used by exceptional groups. Despite 
the increased popularity of electronic payment systems and increase in the total volume of transaction, it seems hard 
to have effects on the country’s monetary policies.
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